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Summary 



President Bush is urging Congress to expand the availability and attractiveness of 
health savings accounts (HSAs). Among other things, his FY2007 budget proposes (1) 
new tax deductions and refundable income tax credits for purchasing individual 
insurance policies that allow one to have an HSA, (2) increases in allowable HSA 
contributions, (3) a refundable income tax credit for contributions not made by 
employers, and (4) permission for employers to make larger contributions on behalf of 
employees and family members who are critically ill. The Administration argues that 
the proposed changes, which would have a 10-year revenue cost of $156 billion, would 
slow rising health care costs by enabling additional consumers to play a more direct role 
in their health care decisions. 

In considering the proposals, Congress might review three important issues in light 
of recent developments and the likelihood, given the initial market response, that HSAs 
are here to stay. One is the tax treatment of contributions, which now favors higher 
income individuals and families. A second is the purpose of health care savings, for 
which it appears there are multiple and sometimes competing objectives. Finally, there 
is the question whether HSA policies should favor or be neutral towards employment- 
based and individual market insurance. This report may be updated to reflect further 
analysis and debate. 



Health Savings Accounts (HSAs) are one way that people can pay for their 
unreimbursed medical expenses (deductibles, copayments, and services not covered by 
insurance) on a tax-advantaged basis. The basic rules for 2006 are straight-forward, 
though some aspects are complex: 1 

• Individuals can establish and fund HSAs when they have qualifying high 
deductible health insurance and no other coverage, with several 
exceptions. The annual deductible for self-only coverage must be at least 



1 For more information, see CRS Report RL33257, Health Savings Accounts: Overview of Rules 
for 2006, by Bob Lyke. 
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$1,050, with an out-of-pocket ceiling for covered benefits not to exceed 
$5,250; for family coverage, the deductible must be at least $2, 100, with 
an out-of-pocket ceiling not over $10,500. Deductibles need not apply 
to preventive care. 

• HSA contributions may be made by account owners, their employers, or 
others up to an annual limit of the lesser of $2,700 or 100% of the 
insurance deductible for self-only coverage, or usually the lesser of 
$5,450 or 100% of the deductible for family coverage. Individuals who 
are at least 55 years of age but not yet enrolled in Medicare may 
contribute an additional $700. 

• HSA tax advantages can be significant for some people: contributions 
are deductible if made by individuals or excluded from their income if 
made by or through employers, withdrawals are not taxed if used for 
medical expenses, and account earnings are tax-exempt. Unused 
balances may accumulate without limit. 

HSAs are part of what some call consumer-driven health care. Although definitions 
vary, in general this burgeoning movement involves a high deductible insurance plan and 
a tax-advantaged savings account, ideally coupled with readily-available health care 
information and a choice of providers whose charges and performance measures can be 
known in advance. 2 Proponents argue that these arrangements encourage more prudent 
use of health care because people who pay expenses with their own money tend to consult 
doctors less often and to seek out less expensive options. For example, they might use 
home remedies for colds and be more willing to try generic drugs. Frugal but informed 
use of health care is claimed to be the most practical way to hold down steadily rising 
costs. Proponents also argue that HSAs enable people to pay for health care providers and 
services of their own choosing, circumventing untoward restrictions of managed care. In 
addition, it is said that HSAs can help people build up resources for future health care 
needs. In light of growing demands on public budgets, HSAs may be a good way for 
families to pay for costs not covered by Medicare as well as for long-term care expenses. 

However, HSAs are controversial. The principal objection is the requirement that 
one have high deductible insurance when contributions are made to the account. Critics 
argue that high deductibles are more attractive to people who are young and healthy. As 
they drop out of plans with lower deductibles, the premiums for those who remain steadily 
rise, forcing people who are older and the chronically ill to pay ever higher rates. There 
is concern as well that some people who need care will not have money in their accounts 
to pay medical expenses below the deductible. They or their employer may not have 
made contributions, or they may have spent the funds previously. In addition, critics 
question why tax savings associated with the accounts should flow disproportionately to 
higher income people. 

There are sharp disagreements about likely reductions in health care use. While 
people who switch to high deductible insurance generally use less care, the magnitude of 



2 Other types of tax-advantaged savings accounts include health reimbursement accounts, flexible 
spending accounts, and medical savings accounts. For similarities and differences, see CRS 
Report RS21573, Tax-Advcmtaged Accounts for Health Care Expenses: Side-by-Side 
Comparison , by Bob Lyke and Chris L. Peterson. 




